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Definitions and Magnitudes

1.1. Definitions

Offshoring: moving production (of either goods or services) outside of the domestic
economy. Offshoring might or might not involve trade with offshore subsidiaries; the

firm could contract with foreign firms.

“There is no official definition of the term “offshoring”. But it has
come to mean, in the media and in common parlance, the actions
of American firms in relocating some part of their domestic
operations to a foreign country -- automobile firms switching
purchases of auto parts from domestic plants to Mexico; the
transfer of call centers and sofware development to India; financial
firms relocating major parts of their record-keeping activities to
one of the Caribbean countries, and so on. In some cases the
offshoring firms locate the overseas production in foreign affiliates
which they own and control. Some fraction of the value of the
firm’s domestic sales now consists of intermediate goods or
services imported from foreign affiliates rather than produced in
the United States” (Schultze, 2004).

Outsourcing: moving activities (either production or services related) outside of the
boundaries of the firm by contracting.

Offshore outsourcing: Outsourcing activities offshore.

1.2 Magnitudes

“As Baily and Farrell (2004) note, losses of even 30,000 jobs per month are tiny compared to
the two million or more job changes that occur routinely in a single month in the United
States: even at the height of the economic expansion of the late 1990’s, nearly 100,000



workers per month lost their jobs in mass layoffs. The forecast of 3.4 million jobs to be sent
overseas by 2015 likewise seems modest compared to the more than 160 million jobs
projected by the Bureau of Labor Statistics (BLS) to exist by 2015, and small even compared
to the 35 million net new jobs gained over the past decade. And these 35 million new jobs
were themselves the net result of much larger gross numbers of jobs gained and jobs lost.”
Mankiw and Swagel (2006).
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Source: Mankiw and Swagel (2006).

3. Impacts (Amiti and Wei, 2005)
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4. Policy Implications
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Notice that for each $1 in US corporate spending shifted offshore, the US benefits to the amount
of $1.14. In Europe, each €1 yields €0.77. The difference is attributed to the lower re-
employment rate in Germany (only 40% of displaced are re-employed).

The policy implication is that outsourcing should be encouraged. But the question is how to

prevent protectionist measures to penalize outsourcing.



